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Costa Rica's Central Bank has revised its economic projections for 1996 based on disappointing firstsemester macroeconomic indicators. Business leaders, meanwhile, have stepped up their insistence
that the government take specific steps to halt the recession. President Jose Maria Figueres's
optimism about the economy and his cabinet shakeup in July did not reduce fears that the economy
would remain in a downward trend throughout the year (see NotiCen, 07/25/96).
Indeed, by early September, no doubt remained that the economy was in trouble. Sales in the
domestic market during the first half of the year were down by as much as 30%, forcing employers
to lay off 11,000 private-sector workers. In recent months, more than 50 medium- and small-sized
businesses failed as demand slackened. Particularly disturbing was the plight of the automotive
company Lachner y Saenz, considered one of the strongest businesses in the country. After suffering
a 50% drop in sales and unable to pay its US$42 million debt, the company filed for receivership to
head off collapse.
According to Central Bank figures, the recession has slowed growth every month throughout the
first half of the year, even dipping to a negative 2.5% in April. The financial service firm Consejeros
Economicos y Financieros (CEFSA) predicted in mid-August that growth would be well under
the projected 3% of GDP this year perhaps as low as 1%, due, among other things, to higher
international prices for oil, grains, and other commodities. Felix Delgado, an economist with CEFSA,
predicted only a slight upturn in the second half of the year because of the drop in interest rates
from 40% in 1995 to the current rate of around 28%, and because of salary hikes that should increase
purchasing power.
CEFSA also predicted inflation would rise to 13% or 14% and unemployment to 6.4%, compared
with a 5.2% jobless rate in 1995. Nevertheless, government officials see signs of recovery and point
to the lower interest rates, a stable currency, international reserves only slightly below last year's
level, and an inflation rate they believe to be under control. Still, the slowdown forced Central Bank
President Rodrigo Bolanos to issue revised macroeconomic projections on Sept. 4. The inflation
goal of 10% was revised upward to between 12% and 13%, and the fiscal deficit from 0.8% of GDP
to 3%, well above the 0.5% goal set with the International Monetary Fund (IMF). The expectation of
US$1.13 billion in net foreign reserves was reduced to a maximum of US$950 million. Growth was
revised downward from 3% to between 0.5% and 1.5%.
The business sector blames the recession primarily on high interest rates, high taxes, and
government inaction. In mid-October, Marco Vinicio Ruiz, president of the Costa Rican Industrial
Chamber (Camara de Industrias de Costa Rica), formally asked Figueres to eliminate 1,500 taxes on
selected consumer goods, to improve control of contraband, and to increase government purchases
to aid ailing businesses. He cited, as an example of wrongheaded government policy, the recent
purchase of police boots and uniforms from Israeli suppliers. Ruiz also challenged the government
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to explain the steps that its plans to take to improve the economy in the remaining two years of the
Figueres administration.
In lieu of any government ideas on what to do, the Chamber proposed several measures. These
include: lowering the domestic public debt by 50%; reducing interest rates; reforming tax laws
to encourage competition; increasing domestic savings and investment; controlling public
expenditures; and implementing a system of public accountability for all governmental economic
initiatives.
Despite the concerns of the business leaders, government economy officials refused to be pushed
in new policy directions. Bolanos maintains that the economy is sound and ready to rebound in
the second half of the year, when the lower imports of the first half begin to improve the trade
deficit and balance of payments. Both Bolanos and Treasury Minister Francisco Gutierrez ruled
out a tax cut as a way to reactivate the economy. Likewise, Vice president Rodrigo Oreamuno's
response to the Industrial Chamber's proposals was not encouraging. He said that recovery was
not the responsibility of the government, but of the private sector. [Sources: Tico Times (Costa
Rica), 08/23/96; Central American News, 09/10/96; Agence France-Presse, 09/25/96; Inforpress
Centroamericana (Guatemala), 10/03/96; Inter Press Service, 08/03/96, 08/15/96, 09/24/96, 10/01/96,
10/14/96]
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